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FROM: Utilitie s  Divis ion

DATE: January 2, 2008

ARIZONA PUBLIC SERVICE COMPANY'S  FUEL AUDIT IMPLEMENTATION
PLAN (DOCKET nos . E-01345A-05-0816, E-01345A-05-0826, AND E-01345A-
05-0827)

In Docke t No. E-01345A-05-0827, S ta ff ha d e nga ge d The  Libe rty Cons ulting Group
("Libe rty") to conduct a n e xa mina tion a nd a udit of the  ma na ge me nt a nd ope ra tions  of the  fue l
a nd purcha se d powe r functions  a t Arizona  Public Se rvice  Compa ny ("AP S "), a nd to formula te
recommenda tions . As  a  re s ult of the  a udit, Libe rty re a che d 69 conclus ions  a nd ma de  20
recommenda tions .

Commiss ion De cis ion No. 69663 re quire d APS  to tile  within 60 da ys  a n imple me nta tion
pla n for e a ch Libe rty a udit re comme nda tion it a cce pte d a nd a  de ta ile d e xpla na tion supporting
each recommenda tion it did not accept. Upon review of tha t report, S ta ff was  to identify the  bes t
me thod for monitoring AP S ' imple me nta tion pla n a nd for re solving a ny is sue s  in dispute . AP S
file d its  "Fue l Audit Imple me nta tion Re port" on Augus t 27, 2007. On Octobe r 25, 2007, S ta ff
filed its  S ta ff Report in which S ta ff re sponded to the  APS report.

APS was  in gene ra l agreement with the  findings  of the  Libe rty audit and has  unde rtaken
some  a ctions  to imple me nt the  a udit's  re comme nda tions . In a  fe w ca s e s , S ta ff be lie ve s  tha t
ce rta in additiona l implementa tion activitie s  a re  required. This  memo addre sse s  the  outs tanding
issues as discussed in the October 25, 2007,S ta ff Re port.

S ta ff recommends  tha t APS be  orde red to implement the  following activitie s :

Organiza tion, S ta ffing, and Controls

In its  procedures  for acceptance  of offe rs  for gas  supply, APS should incorpora te
a  provis ion tha t would ca ll for pe riodic reviews  of in-bounds  transactions  to ve rify
tha t the ir depa rture  from an identified benchmark (e .g. median price s ) is  random,
a nd not pre ponde ra ntly in a  dire ction tha t would sugge s t los t va lue  to the  utility.
The se  pe riodic re vie ws  ne e d not be  a s  fre que nt a s  the  we e kly ba se line  re vie ws
planned by APS.

u .

RE:

2.

1 .

APS should penni access  to its  Board of Directors  in any future  audit or prudence
review conducted by Sta ff, as  appropria te .
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Fue l Management

APS should provide  the  management summary report documenting the  changes
ma de  for ha ndling informa tion on coa l we ights  a t the  Cholla  S ta tion. Furthe r,
APS should provide  the  cost/benefit ana lysis  conducted on the  exis ting process  a t
Four Comers  tha t re sulted M the  de te rmina tion tha t changes  in processe s  a t this
sta tion were not necessary.

AP S  s hould file  a  re port de ta iling its  a na lys is  of na tura l ga s  purcha s ing a nd
management under El Paso Natura l Gas ' revised ra te  s tructure  by the  third quarte r
of2008.

Hedging and Risk Management

AP S  should provide  Commiss ion S ta ff with a  re port on me e tings  with cus tome r
group representa tives  rega rding the  hedging program and cus tomer pre fe rences ,
and should, a fte r consulta tion with S ta ff; identify proposed means  for address ing
issues or concerns raised by those meetings.

AP S  s hould re port to Commis s ion S ta ff whe n the  tra ns fe r of its  non-utility ga s
a nd powe r commodity pos itions  to Morga n S ta nle y ha s  be e n comple te d. AP S
s hould  a ls o  re port qua rte rly on  con tinue d  c los e -ou t a c tions , s che du le  fo r
completing the  remainder of those  actions, and any changes to its  plan or schedule
for fina l close -out.

P lant Opera tions

AP S  s hould conduct re s e rve  le ve l a na lys e s  with both 50/50 a nd 90/10 loa d
fore ca s ts , incorpora te  the  cons tra ints  of the  P hoe nix Loa d P ocke t into thos e
ana lyses  via  a  two-a rea  ca lcula tion, and provide  to Commiss ion S ta ff an ana lys is
de mons tra ting tha t the  ultima te  a pproa ch a nd loa d fore ca s t us e d by AP S  for
de te rmina tion of its  ove ra ll re s e rve  le ve l a nd tra ns mis s ion ca pa bility into the
Phoenix Load Pocket is  adequate .

AP S  should submit to Commiss ion S ta ff its  pla ns  to re a ch the  s ix-ye a r a ve ra ge
force d outa ge  ra te s  s ta te d  in  Ma na ge ria l P olicy O-ll, de ta iling  wha t will be
re quire d  for boile r compone nt re pla ce me nts , o the r improve me nts , a nd the
anticipa ted benefits  of each for each of its  genera ting units  lis ted.

9.

8.

7.

6.

5.

4.

3.

APS should commission an expert and independent review of a  sufficient number
of APS root cause  investiga tions and analyses of opera tor and maintenance  errors
(involving genera ting s ta tions) to ve rify tha t the  conduct of the  ana lyses  has  been
sound and effective , and, if not, to recommend any appropria te  improvements .
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Purchased Power and Off-Svstem Sales

10. APS  should re port on the  re sults  of its  e fforts  to se e k a  me a ns  for ca pturing the
be ne fits  of spe cific opportunitie s  for tra nsmis s ion optimiza tion tra nsa ctions  in a
means  tha t adequa te ly mitiga tes  utility risk, if those  opportunitie s  a re  s till present.

mee t G. JoE son
Dire ctor
Utilitie s  Divis ion

EGJ :BEK:lhm\KT

ORIGINATOR: Ba rba ra  Ke e ne
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MIKE GLEASON
Chairman

WILLIAM A. MUNDELL
Commissioner

JEFF HATCH-MILLER
Commissioner

KRISTIN K. MAYES
Commissioner

GARY PIERCE
Commissioner
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IN THE MATTER OF ARIZONA PUBLIC
SERVICE COMPANY'S FUEL AUDIT
IMPLEMENTATION PLAN

DOCKET nos.  E-01345A-05-0816
E-01345A-05-0826
E-01345A-05-0827

DECISION NO

14

15

16 BY THE COMMISSION

17

Open Meeting
January 15 and 16, 2008
Phoenix. Arizona

FINDINGS OF FACT

Arizona Public Service Company ("APS") is certificated to provide electric service

19 as a public service corporation in the State of Arizona

20 In Docket No. E-01345A-05-0827, Staff had engaged The Liber ty Consult ing

21 Group ("Liberty") to conduct an examination and audit of the management and operations of the

22 fuel and purchased power functions at APS, and to formulate recommendations. As a result of the

23 audit, Liberty reached 69 conclusions and made 20 recommendations

24 C ommiss ion Dec is ion No.  69663  r equ ir ed AP S  t o f i le wi t hin 60  da ys  a n

25 implementation plan for each Liberty audit recommendation it accepted and a detailed explanation

26 supporting each recommendation it  did not accept.  Upon review of that report, Staff was to

27 identify the best method for monitoring APS' implementation plan and for resolving any issues in

28
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1

3

4

5

6

7

dis pute . AP S  file d its  "Fue l Audit Imple me nta tion Re port" on Augus t 27, 2007. On Octobe r 25,

2 2007, S ta ff filed its S ta ffReport in which S ta ff re sponded to the  APS report.

4 . AP S  wa s  in  ge ne ra l a gre e me nt with  the  findings  of the  Libe rty a udit a nd ha s

undertaken some actions  to implement the  audit's  recommendations . In a  few cases , S ta ff be lieves

tha t ce rta in a dditiona l imple me nta tion a ctivitie s  a re  re quire d. This  docume nt a ddre s se s  the

outstanding issues as discussed in the  October 25, 2007, S ta ffRe port.

5. S ta ff has  recommended tha t APS be  ordered to implement the  following activities  :

8

9

10

11

In  its  p roce dure s  fo r a cce p ta nce  o f o ffe rs  fo r ga s  s upp ly, AP S  s hou ld
incorpora te  a  provis ion tha t would ca ll for pe riodic re vie ws  of in-bounds
tra nsa ctions  to ve rify tha t the ir de pa rture  from a n ide ntifie d be nchma rk (Ag.
me dia n price s ) is  ra ndom, a nd not pre ponde ra ntly in a  dire ction tha t would
s ugge s t los t va lue  to  the  u tility. The s e  pe riodic re vie ws  ne e d not be  a s
frequent as the weekly base line  reviews planned by APS.

12 AP S  s hould pe rmit a cce s s  to its  Boa rd of Dire ctors  in a ny fixture  a udit or
prudence  review conducted by Staff; as  appropria te .

13

AP S  s hould  provide  the  ma na ge me nt s umma ry re port docume nting  the
changes  made  for handling informa tion on coa l we ights  a t the  Cholla  S ta tion.
Furthe r, AP S  s hould  provide  the  cos t/be ne fit a na lys is  conducte d on the
existing process a t Four Corners  tha t resulted in the  de tennination tha t changes
in processes a t this sta tion were not necessary.

14

15

16

17

18

19

2 0

AP S  should file  a  re port de ta iling its  a na lys is  of na tura l ga s  purcha s ing a nd
ma na ge me nt unde r EI P a s o Na tura l Ga s ' re vis e d ra te  s tructure  by the  third
quarte r of 2008.

21

AP S  s hould  provide  Commis s ion S ta ff with  a  re p o rt o n  me e tin g s  with
cus tomer group representa tives  rega rding the  hedging program and cus tomer
preferences, and should, after consulta tion with Stafani identify proposed means
for addressing issues or concerns raised by those meetings.

22

23

24

APS should report to Commiss ion S ta ff when the  transfe r of its  non-utility gas
and power commodity pos itions  to Morgan S tanley has  been comple ted. APS
s hould a ls o re port qua rte rly on continue d clos e -out a ctions , s che dule  for
comple ting the  re ma inde r of thos e  a ctions , a nd a ny cha nge s  to its  pla n or
schedule  for fina l close -out.25

26 AP S  should conduct re s e rve  le ve l a na lyse s  with both 50/50 a nd 90/10 loa d
fore ca s ts , incorpora te  the  cons tra ints  of the  Phoe nix Loa d Pocke t into those
a na lys e s  via  a  two-a re a  ca lcula tion, a nd provide  to Commis s ion S ta ff a n
ana lys is  demons tra ting tha t the  ultima te  approach and load foreca s t used by

27

28

De cis ion No.
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1 AP S  for de te rmina tion of its  ove ra ll re se rve  le ve l a nd tra nsmiss ion ca pa bility
into the  Phoenix Load Pocket is  adequate .

2

3

4

APS should submit to Commiss ion S ta ff its  plans to reach the  s ix-year average
force d outa ge  ra te s  s ta te d in Ma na ge ria l P olicy O-11, de ta iling wha t will be
re quire d for boile r compone nt re pla ce me nts , othe r improve me nts , a nd the
anticipa ted benefits  of each for each of its  genera ting units  lis ted.

5

6

7

8

AP S  s hould commis s ion a n e xpe rt a nd inde pe nde nt re vie w of a  s ufficie nt
numbe r of AP S  root ca us e  inve s tiga tions  a nd  a na lys e s  of ope ra tor a nd
maintenance  e rrors  (involving gene ra ting s ta tions) to ve rify tha t the  conduct of
the  a na lys e s  ha s  be e n s ound a nd e ffe ctive , a nd, if not, to re comme nd a ny
appropria te  improvements .

9

10

APS should report on the  results  of its  e fforts  to seek a  means for capturing the
be ne fits  of spe cific opportunitie s  for tra nsmiss ion optimiza tion tra nsa ctions  in
a  me a ns  tha t a de qua te ly mitiga te s  utility ris k, if thos e  opportunitie s  a re  s till
present.11

12

13

CONCLUS IONS  OF LAW

Arizona  P ublic S e rvice  Compa ny is  a n Arizona  public s e rvice  corpora tion within

14 the  me a ning of Artic le  XV, S e ction 2, of the  Arizona  Cons titution.

15

16

The  Commiss ion has  jurisdiction ove r Arizona  Public Se rvice  Company.

The  Commis s ion, ha ving re vie we d S ta ffs  Me mora ndum da te d J a nua ry 2, 2008,

17 concludes  tha t it is  in the  public inte res t to approve  S ta ffs  recommenda tion.

18

19

20

2 1

22

23

24

25

26

27

28

2.

3.

1 .

De cis ion  No.
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3

IT IS  THEREFORE ORDERED tha t Arizona  Public Se rvice  Compa ny sha ll imple me nt the

activitie s  lis ted in Finding of Fact No. 5

IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly

BY THE ORDER OF THE ARIZONA CORP ORATION COMMIS S ION

COMMISSIONER COMMISSIONER COMMISSIONER

IN WITNES S  WHEREOF, I DEAN s . MILLER. Inte rim
Executive Director of the Arizona Corporation Commission
have hereunto, set my hand and caused the official seal of
this  Commission to be  affixed a t the  Capitol, in the  City of
Phoenix. this day of

DEAN s . MILLER
Inten'm Executive Director

DIS S ENT

DIS S ENT

EGJ:BEK:1hm\KT

De cis ion No
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1 SERVICE LIST FOR: Arizona  Public Se rvice  Compa ny
DOCKET NOS. E-01345A-05~0816. e t a l

4

5

Deborah R. Scott
Kimbe rly A. Grous e
S NELL & WILMER
One Arizona  Cente r
400 East Van Buren
Phoenix_ AZ 85004-2202

Seen Seitz. President
Arizona  Sola r Ene rgy Indus trie s  Associa tion
3008 North Civic Cente r P laza
Scottsda le . AZ 85251

8

9

10

Thomas L. Mum aw
Karalee  S. Ramaley
Pinnacle  West Capita l Corpora tion
p. o. Box 53999. MS  8695
Phoenix. AZ 85072-3999

Da n Aus tin
Conve rge , Inc
6509 West Frye  Road, Suite  4
Chandle r. AZ 85226

Timothy M. Hoga n
Arizona  Cente r for Law in the  Public Inte re s t
202 Eas t McDowell Road. Suite  153
Phoe nix. AZ 85004

1 2

1 3

C. Webb Crocke tt
Pa trick J . Bla ck
FENNEMORE CRAIG, P .C
3003 North CentraL Suite  2600
Phoenix. AZ 85012-2913

Jay I. Modes
MOYES  S TOREY LTD
1850 North Centra l Avenue . Suite  1100
Phoe nix. AZ 85004

1 4 Miche lle  Live ngood
UniSource  Energy Services
One South Church Street. Suite  200
Tucson, AZ 857021 6

Kenneth R. Sa line . P .E
KR. S ALINE & AS S OC.. P LC
160 North Pasadena. Suite  101
Me sa . AZ 85201

1 7

1 8

1 9

20

Steven B. Bennett
De puty City Attorne y
City of Scottsda le
City Attorne y's  Office
3939 North Drinkwa te r Blvd
Scottsda le , AZ 85251

Robert W. Geake
Vice  President and Genera l Counsel
Arizona  Wate r Company
p. o. Box 29006
Phoenix. AZ 85038-9006

2 1

22

Michae l W. Pa tten
ROS HKA DEWULF & P ATTEN. P LC
One Arizona  Center
400 East Van Buren. Suite  800
Phoenix. AZ 85004

Lieutenant Colone l Karen S . White
Chie f, Air Force  Utility Litiga tion Te a m
AFLS A/IACL-ULT
139 Ba s e s  Drive
Tynda ll AFB, FL 32403

25
Gary Yaquinto, Pres ident
Arizona  Utility Inve s tors  Associa tion
2100 North Centra l AvenUe. Suite  210
Phoenix. AZ 85004

Greg Patterson
Arizona  COmpe titive  Power Alliance
916 West Adams. Suite  3
Phoe nix. AZ 85007
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1

2

J im Ne lson
12621 NoI'tl"1 17th Place
Phoe nix. AZ 85022

3

Amanda  Ormond
The  Ormond Group LLC
Southwest Representa tive
Inte re s t Ene rgy Allia nce
7650 South McClintock. Suite  103-282
Tempe , AZ 852844

Ge orge  Bie n-Willne r
3641 North 39th Avenue
P hoe nix. AZ 85014

Gary L. Nakarado
ARIZONA S OLAR ENERGY
INDUS TRIES  AS S OCIATION
24657 Foothills  Drive  North
Golden, CO 80401

Micha e l L. Kurtz
Kurt I. Boe hm
BOEHM. KURTZ & LOWRY
36 East Seventh Street. Suite  1510
Cincinna ti. OH 45202

8

9

10

Scott S . Wakefie ld
Ta mmie  Woody
10825 West Laurie  Lane
Peon'a . AZ 85345

1110 West Washington, Suite  220
Phoenix. AZ 85007

1.2

13

14

Lawrence  V. Robertson, J r
MUNGER CHADWICK
p. o. BOX 1448
Tubae_ AZ 85646

Joseph Knauer, President
Jewish Community of Sedona

and the  Verde  Va lley
100 Me a dowla rk Drive
Pos t Office  Box 10242
Sedona . AZ 86339-8242

16

Bill Murphy
Murphy Cons ulting
5401 North 25th Stree t
Phoenix. AZ 85016

David C. Kennedy, Esq
3819 East Indian School Road
Phoe nix. AZ 85018

17 Micha e l F. He a ly
MORGAN. LEWIS  & BOCKIUS
1111 Pennsylvania  Avenue , NW
Washington, DC 20004

20

21

Andre w W. Be ttwy
Karen S . Ha lley
Assistants  Genera l Counsel
Le ga l Affa irs  De pa rtme nt
S OUTHWES T GAS  CORP ORATION
5241 Spring Mounta in Road
Las Vegas , Nevada  89150

Ba rba ra  Kle mstine
Bria n Brumfie ld
Arizona  Public Se rvice
P .O. Box 53999. Ma il S ta tion 9708
P hoe nix. AZ 85072-3999

24

Tracy Spoon
Sun City Taxpayers  Associa tion
12630 North 103rd Avenue . Suite  144
S un city, AZ 85351

25

Jon Poston
AARP Electric Rate  Prob act
6733 East Dale  Lane
Ca ve  Cre e k. AZ 85331

26

Douglas  V. Font
Law Office s  of Dougla s  V. Pant
3655 West Anthem Drive
Suite  A-109 PMB 411
Anthem_ AZ 85086

Colle tte  Ha nnon
AARP Gove rnment Re la tions  8; Advocacy
6705 Reedy Creek Road
Cha rlotte . NC 28215
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Micha e l M. Gra nt
GALLAGHER & KENNEDY, P .A.
2575 E. Camelback Road
P hoe nix, AZ 85016-9225

3

5

J a na  Va n Ne ss
Arizona  P ublic  S e rvice  Com pa ny
400 North a m S tre e t, MS  8695
P hoe nix,  AZ 85004

6

7

8

9

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

10

11

12

Mr. Chris tophe r C. Ke e le y
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007
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